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ABSTRACT
The author developed a marketing plan with
budgetary controls for two adjacent four-unit income
properties located ln Madison, Wisconsin. The author
related the marketing plan and budgetary controls to
observe transaction risk and the prevalent 1989 real
estate residential-income market conditions in the
Madison and Dane County area.
The marketing plan and budgetary controls were
based upon the anticipated sales price, commission rate,
sale probability and expense allocation. Three
implementation reviews were scheduled at two month
intervals. Functioning as an independent contractor
compensated on a commission basis, the author was forced
to work through persuasion rather than authority.
The author focused upon financial analysis and
sales analysis to determine a probable sales price for
the subject properties. Approaches to market value
included: income, cost, and market comparison.
Apparently, the federal Tax Reform Act of 1986,
increased 1989 lender requirements, a two-year seven
percent vacancy rate for the Madison area plus an
increased rate of apartment construction compared to
popUlation projections, negatively impacted the income
approach to market value. The negative sales prognosis
reSUlting from list price and market conditions limited
planned marketing activities and expenditures.
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Certo (1985) suggested that planning was the
prlmary management function--the function that preceded
and was the foundation for the organizing, influencing,
and controlling functions of managers. Kotler (1988)
observed that marketing control systems were essential
to ensure that an organization operated efficiently and
effectively. Kotler also noted that many surprises will
occur during the implementation of marketing plans, and
management must engage in continuous monitoring and
control of marketing activities.
Engel (1989) reported that Schutz observed that the
first rule of management was to produce results for the
purpose for which the business was created at a profit.
Kotler suggested that managers often use five tools to
check on plan performance: sales analysis, market-share
analysis, marketing expense-to-sales analysis, financial
analysis and customer-attitude tracking as appropriate
to their situation. Kotler also noted that management
needs to closely monitor marketing-expense ratios to
make sure that the organization is not overspending to
achieve its sales goals. For example, while small
fluctuation can well be ignored, fluctuations in excess
of the normal range were cause for concern. Mike
Robbins of the University of Wisconsin (UW) Business
school was quoted by Eisen (1989) regarding real estate,
"if you've been working five, six, seven months to put a
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deal together, the last thing you'll listen to is
someone telling you it won't work from an economic
standpoint. Sometimes it doesn't and the dominos
(dollars) begin tumbling" (p. 9).
According to Jody Lane, Electronic Realty
Associates (ERA) Commercial/Investment Real Estate
Brokerage Division Education Coordinator, the most
common real estate investment opportunity, situated in
almost every market, is the residential apartment
building. Lane added that the number of apartment units
situated in a building or ln a group of buildings,
distinguishes the type of buyers attracted to the
investment (personal communication, September 21, 1989).
Problem Description
The author, employed as an independent contractor
working for a real estate broker, believed that a real
estate marketing plan with budgetary controls should be
developed for two adjacent four-unit income properties
he had recently listed for sale. This marketing plan
would require extensive research regarding residential-
income properties at local and regional levels in order
to allocate, monitor, organize the interaction of
personal and corporate resources.
The author believed that real estate marketing
activities required the recognition that rapid
obsolescence of objectives, pOlicies, strategies and
programs was a constant possibility. The author
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believed that a marketing plan with budgetary controls
was in effect, contingency planning designed to
encourage prior thought to difficulties regarding the
discovery of a ready, willing and able buyer for the
listed properties.
Selected Property
The author operating as an independent contractor,
associated with ERA Ahern Real Estate and Builders, with
offices in Cottage Grove and Madison (Dane County)
Wisconsin, had the opportunity to list two adjacent four
unit residential-income units located at 452 and 458
Koster Drive Madison, Wisconsin for a combined price of
$359,800 or $179,900 each. At that time, the author
submitted his real estate profile (Appendix A) for the
real estate owner's review and comment.
Profit Expectation
Charles Wiercinski, ERA Commercial/Investment
instructor noted that an investment property's ultimate
sales price was a factor of price, projected return on
investment (ROI), location and condition (personal
communication, September 19, 1989). However, prlor to
becoming involved in a commercial/investment
transaction, or any real estate transaction, Wiercinski
advised any broker to determine that the property
marketing expenses would not be excessive and that the
property could be marketed at a profit to the real
estate broker because the listing and sale of improved
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and unimproved commercial/investment real estate was a
high risk, complex and time consuming task.
For example, the cost of a real estate acquisition
and/or the cost of a sale of commercial/investment real
estate are dependent upon negotiations between the
seller (market supply) and the buyer (market demand).
Factors influencing real estate market price include:
(a) knOWledge of the marketplace, (b) negotiating
financial advantage, (c) other re-investment
opportunities, (d) contingency costs, (e) location,
access and depreciation factors, (f) lease provisions,
(g) financial and skill requisites, and (h) market
rental versus actual rental.
Real Estate Brokerage Compensation
According to Galaty, Allaway, and Kyle (1988), real
estate brokerage is the bringing together for a fee or
commlsslon, of individuals who wish to buy, sell,
exchange or lease real estate. The broker's
compensation in a real estate sale ordinarily takes the
form of a commission (brokerage fee), which usually is a
percentage of the real estate's selling price. The
broker is considered to have earned a commission when he
or she procures a ready, willing and able buyer.
Independent Contractor
As an independent contractor working for a broker,
the salesperson operates more independently than an
employee, i.e., the broker may control what the
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independent contractor will do within the scope of his
employment, but not how it will be done. For example,
the company offers its agents an office, desk space,
telephone facilities, support staff, advertising,
training and coaching, while the sales person provides
the energy. The independent contractor like any self-
employed entrepreneur is responsible for individual
operating expenses, income taxes, social security, and
insurance expenditures. As a result, the anticipated
direct and indirect costs (time) are crucial to the
independent contractor who tries to market a property
and fails.
Real Estate Agency Problems
An agent is someone authorized by another to
perform some activity for that person (the principal).
The relationship of agent and principal is called the
agency. The real estate broker-seller relationship
usually is created by an employment contract known as
the listing agreement. A real estate broker 1S
generally a special agent hired by a seller to find a
ready, willing and able buyer for the seller's property.
Although obligated to deal fairly with all parties to a
transaction, the broker is strictly accountable only to
the principal (Koster property seller).
An agency may be terminated at any time for any of
the following reasons: (a) death or incapacity of
either party, (b) destruction or condemnation of the
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property by eminent domain, (c) expiration of the terms
of agency, (d) mutual agreement to terminate the agency,
(e) breach by one of the parties (abandonment by the
agent or revocation by the principal), (f) by operation
of law (transfer of title via bankruptcy), and (g) by
completion or fulfillment of the contract. The rate of
a broker's commission (brokerage fee) is negotiable in
every case. The important point is for the broker and
the seller/principal to agree on a commission rate
before the agency relationship is established.
Agency Responsibilities
Once a brokerage relationship has been established
Vla the listing agreement, the broker represents the
principal. The broker owes the principal the duty to
exerClse care, skill and integrity in carrying out
instructions. At the same time, the agent also has
duties to the third parties. Galaty, et ale (1988)
described the duties of the agent to the buyer as
follows: (a) reasonable care and skill in performance of
the agent's duties; (b) honest and fair dealing; and
(c) disclosure of all facts known to the agent that
materially affects the value or desirability of the
property and are unknown to the buyer.
According to Galaty, et ale (1988), the duty of
disclosure has been expanded by the courts to include
not only facts of which the broker is aware, but facts
of which the broker, by a reasonably diligent property
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inspection, should have been aware. In addition,
statements of fact must be accurate because the concept
of fraud covers intentional concealment or nondisclosure
of important facts.
Risk
Hampton (1983) commented that the process of
determining required return involves the calculation of
an appropriate level of return to compensate the
individual, partnership or corporation for the risk
undertaken. For example, if an investor is considering
a high-risk proposal, the investor should get a high
return. Alternatively, if an investor is considering a
low-risk proposal, the investor should anticipate a
lower return in most situation.
spiro (1988) observed that financial management
allocates existing resources with the expectation of
reaping benefits in the future. However, Spiro noted
that returns may not materialize as expected. This
deviation from anticipated results is termed uncertainty
or risk. spiro commented that most financial managers
(investors) are risk averse, requiring increasing
returns for the assumption of additional risk. For
example, lenders and investors can realize a certain
return on a risk-free investment (interest on a
government bond), therefore, they expect a premium over
that interest rate in order to lend/invest their funds
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for a more hazardous venture. The greater the risk, the
higher the premlUffi required.
Real Estate Risks
According to Galaty, et ale (1988) real estate
investments have shown an overall high rate of return,
generally higher than the prevailing interest charged by
mortgage lenders. Often, an investor will use the
leverage of borrowed money to finance a real estate
purchase ln the belief that if held long enough, the
asset will yield more money than total finance costs.
In addition, Galaty, et ale noted that real estate
values usually keep pace with the rate of inflation.
This factor provides the real estate investor with the
relative assurance that if the purchasing power of the
dollar decreases, the value of the investor's assets
will increase to offset the inflationary effects.
However, unlike stocks and bonds, real estate is
not a highly liquid asset over a short period of time.
This means that an investor cannot usually sell real
estate quickly without taking some sort of loss. As a
result, a high degree of risk is often involved in real
estate investment.
spiro (1988) observed that two premlses underlied
the continuing attraction of real estate to individual
investors: the finite supply of land and the tax
shelter aspects of the investment. Spiro also noted
that as long as the cash flow from the investment is
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positive in the long run, or as long as the negative
cash flow is balanced by appreciation in the market
value of the property, the investor might be galnlng.
Spiro added that while real estate has benefited many
investors over the years, real estate has not done so
without fail. Finally, Spiro advised that the relative
lack of liquidity of real estate investments when
compared to negotiable securities should be particularly
relevant for investors with limited means.
Transaction Risk
Because real estate brokerage is performance driven
(no sale, no commlSSlon, no income), both the real
estate broker and the independent contractor are faced
with the real prospect of incurring direct out-of-pocket
expenses if a transaction is not consummated. The sales
agent and the broker should anticipate expenses
associated with the marketing of a commercial/investment
property before setting their brokerage commission fee.
In addition, the sales agent and the broker need to
estimate the time investment required of the sale agent
to list, service, market, and sell the property.
However, the major expense may be the indirect
expense associated with the listing agent's time
required for processing and servicing the listing. The
expenditure of time represents the sales agent's
opportunity cost, defined by Horngren and Foster (1987)
as "the contribution that is forgone by using limited
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resources for a particular purpose" (p. 314). In other
words, time and money devoted by the sales agent and the
broker in their marketing efforts for a property that
does not sell must be kept to a minimum.
Real Estate Marketing strategy
Charles Wiercinski, ERA Commercial/Investment
instructor observed that a marketing strategy specified
a target market for a listing and a related marketing
mix (personal communication, September 21, 1989). The
target market according to Wiercinski consisted of a
fairly homogeneous group of customers to whom the real
estate listing would appeal. The marketing mix
consists of controllable variables such as product,
place, promotion, and price employed together in order
to satisfy the targeted group.
Wiercinski noted that the marketing strategy
"target marketing" specified targeted customer groups as
primary, secondary, and broadcast markets. Wiercinski
also observed that target marketing was not limited to
market segments--only to similar segments such as the
primary market, secondary market, and broadcast market.
Wiercinski described the primary market as the
group of potential customers with similar needs most
likely to be satisfied first. According to Wiercinski,
the secondary market consists of those buyers whose
specific needs for the product offered were not as great
as the primary market but still offered a viable
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marketing opportunity to sell a commercial or
residential-income investment listing.
Wiercinski commented that broadcast marketing was
aimed at "everyone" with the same marketing theme. When
broadcast marketing, the real estate broker assumes
everyone to be the same and that everyone is a potential
buyer for the property. Wiercinski also observed that
broadcast marketing was the most typical marketing
approach employed by inexperienced commercial/investment
real estate sales agents.
Complications
The author anticipated that the planning and
development of an effective marketing strategy for the
selected property would be hindered as follows:
(a) the broker (Ahern) was not active in the residential
income market (sold one duplex in 1988); (b) author's
required research regarding the Madison residential-
income market; and (c) lack of residential-income
networking opportunities associated with such activity.
However, the author believed that the risks associated
with any real estate start-up venture could be reduced,
minimized and controlled by responsible, realistic
prototype research; projections; and marketing strategy.
Marketing Plans Maximize Profit
The author believed that real estate planning and
investment decisions must be a personal endeavor. What
works for one person may not work for another. We are
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different from any other person; we have different
financial objectives, different personalities and a
different investment temperament. However,
opportunities in real estate residential-income
investments abound regardless of the economic climate.
Computerization of a problem adds speed, accuracy,
and flexibility to real estate investment analysis; but
it does not alter the necessity for personal
interpretation and decision making, nor does it alter or
change the need for learning the rules well and
developing a sound foundation.
The author believed that research and financial
analysis provide the foundation for developing marketing
plans and budgetary controls. The marketing plan
provides both direction and standards by which daily
decisions may be evaluated.
without a goal it is difficult to evaluate the best
choices. possible courses of action fan out without a
definite goal or destination. However, by reversing
this process, and setting a goal first, each decision 1S
made in terms of whether or not it means making progress
toward the goal. Choices become easier when there is a
goal to measure whether or not each choice moves us
closer to that goal. The author believed a marketing
plan essential for controlling real estate residential-
income investment risks, and maximizing profit for all
parties involved (buyer, seller, broker).
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CURRENT SITUATION
The previous Kotler Drive listing contract expired
June 30, 1989. The author contacted the owner regarding
his desire to place these properties back on the market
during JUly and August. Ultimately, a six-month listing
contract was signed by buyer and broker commencing
September 1, 1989 and ending February 28, 1990.
Koster Property Marketing History
The author utilized the Madison MLS tracking
program and the Madison Board of Realtors database to
obtain the historical record of the Koster properties.
A review of the September 27, 1989 printed results
indicated that both properties had been for sale since
January 17, 1986 on a continuous basis.
The original listing price was $189,900 for each
property. After the original broker was unable to
market the properties at that price, both properties
were relisted for sale at $189,900 by another real
estate broker two years later.
The second broker persuaded the contractors to
reduce the listing price to $179,900 on October 6, 1988.
This listing contract expired June 30, 1989. Ahern Real
Estate and the author functioning as a independent
contractor would be the third set of Realtors attempting
to market the Koster properties on a profitable basis.
14
Madison Residential-Income Market Supply
According to the Madison MUltiple Listing Service
(MLS), 336 residential-income properties were listed for
sale on September 28, 1989. The author reviewed these
residential income properties by unit number and
presented compiled results ln Table 1.
Table 1
For Sale Residential Income Properties by unit Number
unit Number Percent









Source: 1989 Madison MLS Corporation MUltiple Listing
Service, Sept. 1989, Vol. 39, pp. 216-253.
The author observed that more than one-half of the
residential properties listed for sale were two-unit
dwellings. In addition, the author noted that the 103
residential income properties of four or more units
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comprised 30.7% (103 / 336) of the available properties.
However, the direct market/sales comparison approach
(Appendix B, Table B-3) indicated similar size sold
properties amounted to only 12.8% (31 / 242) in 1987,
15.9% (42 / 264) in 1988 and 16.8% (20 / 119) in 1989.
The author noted that two-unit for sale properties
comprised 54.5% of available properties (Table 1), but
69.1% (432 / 625) of the sold properties (Appendix B,
Table B-3). The author believed that many properties
with four or more units listed for sale would not result
in a sales transaction during 1989 due to the negative
difference between for sale properties (30.7% - 103 /
336) and sold properties (14.9% - 93/ 625). As a
result, the risks associated with marketing the larger
income units were apparently much greater than for the
smaller two-unit dwellings in the Madison area.
Broker History
According to the founder, steven Ahern (personal
communication, August 9, 1989), Ahern Real Estate and
Builders, Inc. was formed in 1975 in Cottage Grove (Dane
County) as a new horne construction and real estate
brokerage corporation. The corporation confined
activities to single family dwelling construction with
primary real estate brokerage operations in the Cottage
Grove community until 1986. Ahern reported that real
estate brokerage activities were subordinate to
16
construction activities and utilized primarily to
facilitate new home construction transactions.
In 1986, Ahern Real Estate and Builders, Inc.
expanded operations to include the cities of Madison and
Middleton by establishing a branch office on Gammon Road
in Madison convenient to both communities. By 1989, the
Ahern organization employed 10 full-time and 13 part-
time real estate sales persons. New home construction
averaged 50 units per year for the last three years.
Most sales persons apparently confined primary
marketing activities to the single family unit as Ahern
sold only one duplex ln 1988. The Ahern organization
had not formulated generic or specific residential
income marketing plans, strategy or controls.
Independent Contractor History
The author submitted a brochure designed to
describe his real estate activities and experlence as
Appendix A. However, this brochure was designed to
promote the author's strengths not his weaknesses.
The author believed that his lack of recent activity ln
the Madison real estate market and the residential
income market could negatively impact Koster property
results and also increase indirect expenses associated
with listing and servicing the Koster contract.
Koster Direct Benefits
Allen (1989) observed that real estate exists in an
imperfect market and that Realtors and investors could
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realize higher rates of return while not being exposed
to undue risk of capital. For example, opportunities
exist to gain a competitive advantage over other
Realtors/investors by superior business practices and
more timely knowledge because Realtors/investors compete
in a relatively local market.
A superior business practice such as the proposed
marketing plan with budgetary controls requires timely
information for an improved decision-making process. In
addition, the necessary research (timely information)
would assist the author's recognition and ability to
anticipate and control perceived risks. Finally, the
author believed that his research and analytical skills
would facilitate the ultimate investment decision (buy,
pass, or table) for himself and others because it was
based on sound, reasonable and prudent financial
analysis and business practice.
Koster Indirect Benefits
The author believed results of prototype
residential income projections, market valuations, and
Madison profile (Appendix B - Direct Market/Sales
Comparison, Appendix C - Cost Approach to Market
Valuation, Appendix D - Income Approach to Market
Valuation, and Appendix E - Profile, Madison and Dane
County), could be utilized to generate further
residential listing contracts and sales transactions.
The author believed that the indirect expenses (agent's
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time) had to be absorbed as the typical start-up
expenses associated with any entrepreneurial venture.
In addition, projected marketing plans and
strategies could be evaluated and controlled to improve
commercial/investment results. The author also believed
that the Koster residential income experience could
serve to develop organizational resources, practices and
procedures which were now unavailable to the author.
Real Estate Broker Competition
According to Carol Badger, Executive Vice President
of the Madison MUltiple Listing Service Corporation,
more than 1,250 licensed real estate sales persons were
associated with the more than 350 owner/brokers members
of the Greater Madison Board of Realtors (personal
communication, August 9, 1989). Cook (September, 1989)
reported that one firm, the Stark Company founded in
1908, had a 20 percent market share, four real estate
firms a 12% market share. with 69 listings in August,
Ahern Real Estate and Builders had a two percent market
share (69 / 3376).
Boyd reported ln the Madison Capital Times (October
12, 1989) that the National Association of Realtors
(NAR) membership had a national average of four years
experience, completed seven transactions per year and
generated annual earnings of approximately $18,000. The
author observed that local August Madison real estate
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transactions tended to confirm Boyd's national real
estate earnings.
Gloria Wilberg, President of the Greater Madison
Board of Realtors MLS, reported in the Capitol Realtor
(October 5, 1989) that 548 properties were sold during
August 1989, down 3% from sales in August 1988.
According to Wilberg, the entire inventory of listed
properties available for sale during mid-August 1989 was
3,376. Wilberg added that the preliminary figures
indicated a 3.6% drop to 3,254 listed properties
available for sale at mid-September 1989.
Using the Madison MLS August 1989 listing and sales
statistics, the author calculated that the mean
individual sales person property listing inventory was
approximately 2.7 (3376 / 1250). In addition, the August
mean property sold transactions per sales person was
0.44 (548 / 1250). Finally, the author calculated
annual sales transactions per sales person would be 5.28
(.44 * 12).
Wilberg also reported the month's median sales
price for residential properties excluding condominiums
was $78,660. Using a SlX percent commission rate and
assuming that the listing and sales persons were working
on a 50% commission, the author calculated that
the median agents commission was $2,360 (.03 * $78,660).
This sales rate indicated median monthly sales revenues
to the agents (independent contractors) of approximately
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$1,035 (2,360 * 548 = $1,293,280 August commissions /
1,250 licensed sales persons = $1,035) or an annualized
median income of $12,420 (1,035 * 12) before expenses.
Real Estate Brokerage Problems
The author has observed that real estate brokerage
firms and independent contractors possess diverse skill
sets, frames of reference, and business objectives.
Often more than one real estate sales person contends
for the listing contract and the opportunity to become
the seller's agent. While a legitimate difference of
market value may exist, the opportunity to obtain a
listing agreement via a higher list price does exist.
The future is an 0plnlon. The ability of one
broker to successfully market a property for ten
thousand dollars more than a second broker does exist.
However, as noted earlier, a large proportion of
residential income property listing contracts expire.
In addition, when market value 1S not the primary
issue, the brokerage fee or commission rate often
becomes the distinguishing factor between sellers and
potential agents. Brokers have different costs of doing
business. Efficient and effective brokerage operations
are of primary importance to the development of a
successful brokerage organization.
Brokerage fees/commission rates are negotiable 1n
every situation. Frequently, a broker/independent
21
contractor may obtain a listing agreement on a property
by accepting a lower commission rate than a competitor.
Often, unrealistic seller expectations regarding
the ultimate sales price have been created by the
actions of preceding or competitive brokers. The task
of gathering the commercial/investment property data
require product intelligence, patience, commitment and a
firm resolve to obtain and validate information critical
to the sale of the property.
Often, the potential real estate agent does not
have access to financial data required for objective
decision-making. For example, the author was not
surprised to learn that previous brokers did not have
immediate and ready access to property data (leases),
income and expense data (income statements),
construction data (floor plans). The owner questioned
the author as to why he wanted that information, "the
previous brokers had not requested all these things"
(personal communication, September 5, 1989). The author
believed the lack of data may have limited the value and
objectivity of previous competitive market analysis.
Governmental Action
According to fred F~~tberg, Associate Program
Manager for the Milwaukee Center for Integrated Living,
the 1986 federal Tax Reform Act changed overnight the
basis for real estate development in the united States
(personal communication, October 7, 1989). The 1986 tax
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law transformed the way that the value of real estate
investment would be perceived by the (a) elimination of
the accelerated cost recovery system, (b) reduction in
the individual taxpayers' ability to make use of passive
losses while lowering the overall tax rate and
(c) ending the capital gains differential.
Freiberg commented that real estate can no longer
be viewed as a method for sheltering income because each
property must now be assessed on its ability to generate
a positive return on investment. Freiberg also observed
that perhaps no segment of the American economy was as
badly hurt by the 1986 Tax Reform Act as real estate,
and within the real estate industry, no sector suffered
more than rental housing.
Equity Requirements
Perkins (1989) commented that due to changes in the
Tax Reform Act of 1986, there was no longer an advantage
to taking risks, since all investment returns are taxed
as ordinary income. Dresang (1988) reported that
mortgage underwriters Freddie Mac (Federal Home Loan
Mortgage Corporation) and Fannie Mae (Federal National
Mortgage Association) will require investors buying
small apartment buildings to put down at least 30% of
the purchase price. These rules cover rental properties
of one to four units.
Requiring more cash up front, via larger down
payments diminishes one of the biggest attractions of
23
investing in real estate: leverage. Dresang also
reported that minimum down payments will remain at 20%
for owner-occupied rental units, while owner-occupied
single-family houses will continue to require a minimum
five percent down payment.
According to Dresang, Freddie Mac and Fannie Mae
hiked lending standards because investment loans were
riskier than home mortgages. For example, Fannie Mae
research indicated that investors were up to four times
more likely to default on mortgage loans than owner-
occupants. Dresang suggested that while lenders don't
necessarily lose money on foreclosed property, lenders
don't like finding themselves in the property management
business.
Alternative Investments
Very rarely can a real estate investor sit idly by
and watch his or her equity grow. Management decisions
must be made. As a result, experienced investors and
individuals without developed management skills,
construction skills and/or adequate available time for
management and maintenance activities often consider
alternate investments such as treasury bonds, savings
accounts, certificates of deposits, and mutual funds.
Treasury Bonds. The Milwaukee sentinel (October
18, 1989) reported that Treasury bonds with a maturity
date of October 1990 had an effective yield of 7.92%.
Treasury bonds with a due date of October 1995 had an
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effective yield of 8.08% and Treasury bonds with a due
date of November, 2018 had an effective yield of 8.07%.
certificates of Deposits I Savings Accounts. The
Home Savings advertised certificate of Deposit
Investment Rates for the period September 26, 1989 thru
October 2, 1989 as follows: (a) 1 year - 8.30%,
(b) three year - 8.24%, (c) six year - 8.24%. Bank One,
Madison, paid five percent on their savings accounts
(personal communication, October 16, 1989).
Mutual Funds. Ab Nicholas, President of the
Nicholas Family of Mutual Funds, reported that as of
December 31, 1988, during the past five years, the
Nicholas Fund had an audited compounded net annual
return after all fees and expenses of 13% and the
Nicholas II fund an average compounded net annual return
of 17% (personal communication, August 14, 1989).
The Strong Total Return Fund's advertised goal 1S
to provide the investor with growth during favorable
times and with income and capital preservation during
uncertain periods. The Strong Total Return Fund
advertised in the Milwaukee sentinel (October 18, 1989)
a five year average yearly total return of 16.4%.
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PROBLEM DEFINITION
Harrison (1989) noted that the value of all
real estate is created, maintained, modified or
destroyed by interplay of the four great forces that
affect human behavior: (a) social ideals and standards,
(b) economic activities and trends, (c) government
regulations and actions, and (d) physical or
environmental forces. These four dynamic forces set the
pattern for the variables affecting the local, regional,
and national real estate market values. Combined, they
are the essence of cause and effect that influence every
parcel of real estate and directly affects both the
demand and the supply side of the real estate market.
The author believes that these forces are composed of
many complex factors that are constantly changing.
Harrison also noted that the benefits of real
property are realized over a long period, i.e., land and
its improvements have a useful life usually extending
over decades. Estimating the market value of the
highest and best use of property is a paramount problem
ln the valuation of real estate.
Real estate brokers and appraisers should be aware
that what must really be interpreted are the reactions
of typical users and investors. Using market evidence,
real estate brokers and appraisers do not create value;
they interpret value. Value is an abstract word with
many acceptable definitions. In terms of real estate,
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value can be described as the present worth of future
benefits arising from the ownership of real property.
However, value is an estimate or opinion and as such
will always be subject to rational disagreement.
Koster Problem Definition
A realistic and effective real estate marketing
plan requires extensive research regarding product,
price, place and promotion unique to the property and
the real estate industry. For example, sellers are
often stubbornly optimistic when the market is
depressed. Many sellers fear unloading a property at
below-market prices.
Real estate brokers costs are direct (dollars) or
indirect (time). Pappas and Hirschey (1989) observed
that economic resources have value because they can be
used to produce goods and services. If individuals are
to remain in the real estate industry as brokers, they
must optimize resources devoted to properties likely to
sell and minimize resource allocation with properties
unlikely to sell during the listing contract period.
Aggressive marketing is expenslve. For example,
newspaper advertisements may cost $20.00 or $250.00.
For a broker to assume marketing expenses when a
property is overpriced is both foolhardy and poor
business practice. The author believes a marketing plan
with budgetary controls based on research and experience
should be formulated to serve as guide and control of
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marketing activities for broker and agent. However, the
development of a marketing plan is often hampered by a
lack of access to property data for decision-making
purposes until after the listing contract has been
signed.
Marketing Issues
Kotler (1988) observed that marketing control is
far from being a singular process. The author believed
that national or generic residential-income marketing
issues required market research and information
regarding real estate agency, equity requirements, risk
and alternative investments.
The author also believed that specific marketing
lssues included product, price, place and promotion.
Issues that could only be addressed after the author
received adequate access to property data.
The author believed that the marketing plan with
budgetary controls should be based upon the anticipated
sales price, commission rate, sale probability and
expense allocation. The author believed these lssues
could only be determined after the Koster property
market value had been estimated by market comparison
(Appendix B), cost (Appendix C), and income (Appendix
D).
Pricing Decisions.
Horngren and Foster (1987) suggested that three
major influences on pricing decisions were costs,
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customers, and competitors. The author recognized that
all costs must be recovered to remain in business.
On September 1, 1989, mutual funds were advertising
15% returns for their customers. As a result, the
author informed both the broker-manager and the builder-
owner that he would be using a 15% capitalization rate
to determine the income approach to market valuation
(Appendix D).
Regarding a 15% capitalization rate, the author
suggested that everyone examine pricing problems through
the eyes of our potential purchaser(s). A purchaser who
could reject the Koster property and choose another
residential-income property available in the Madison
market.
Inadequate Information
The broker often lacks accurate, reliable and
timely data prior to the signing of the employment
contract (listing agreement). Objective realistic
property analysis for the real estate broker requires
access to the data required for problem analysis, i.e.,
property data, income and expense data, and construction
data. The author did not have access to requisite data
until after the listing agreement had been signed.
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PROBLEM ANALYSIS
Decisions are always precipitated by questions.
The author believed that competitive rates of return for
available alternative investments served as a benchmark
for deriving acceptable real estate return on investment
rates.
The author uSlng data provided by the owner, and
the Madison MLS Corporation (data deemed reliable but
not guaranteed) developed market value estimates uSlng
the direct market / sales comparison approach (Appendix
B), cost approach to market value (Appendix C) and the
income approach to market value (Appendix D). The
combined Koster property estimated market value results
are presented in Table 2.
Table 2

















Source: Author calculations, evaluations
Note: For market value narrative see Appendix B
(Direct Market), Appendix C (Cost), and
Appendix D (Income).
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Regarding the significant difference between the
income approach to market value result and the direct
market and cost market value results, the author
calculated that a net income market value of $325,000
would require an annual net operating income of $48,750
(325,000 * .15) using a 15% capitalization rate.
The author believed that the income approach
severely limited the ultimate sales potential of not
only the Koster properties but many residential income
properties on local and national levels. In effect, the
1986 Tax Reform Act locked in current residential income
owners. Pre-1986 investors purchased residential income
units intending to use the network of existing
accelerated cost recovery techniques, passive losses,
the higher individual tax rate and the then existing
capital gains differential to reduce their tax burden.
Current Apartment Supply
Negative cash flows discourage potential investors
and lenders. The income approach confirmed problems
reported by Lautenschlager (1988, 1989a, 1989b), Waller
(1988), Balousek (1989) and Eisen (1989) regarding the
number of Madison developers such as Russ Wedeking, Gary
DivalI, Richard Munz, Richard Danner, and brothers James
and David Carley who have all encountered severe
financial problems with their residential income
properties (1,064 units) in Madison and elsewhere in the
past two years.
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These problems have included deferred maintenance
often resulting in numerous public code violations,
Chapter 11, bankruptcy proceedings and federal support
by the Department of Housing and Urban development
(HUD). The 1,064 units represent only 1.7% ( 1,064 /
61,114) of the available multi-units reported in Table
E-4 (Appendix E).
However using the average residential lncome sales
summary for the years 1985 thru June 1989, presented ln
Table B-1, (Appendix B) the author calculated these
1,064 units represented.approximately 4.3 years supply
of traded units (1,064 / 248). Waller (1988) reported
an increase of 3,452 apartment units between 1986 and
1988 (29,955 - 26,503). The author calculated that the
reported troubled units (1,064) represented the
equivalent of 30.8% (1,064 / 3,452) of the newly
constructed units or 3.6% (1,064 / 29,955) of the
available apartment units in 1988.
The author found this growth trend in apartment
construction somewhat surprising when juxtaposed with
the vacancy rate trend reported by Waller (1988) as
follows: (a) 1985 - 4.2%, (b) 1986 - 7.3%, and (c) 1987
-7.4%. Waller also reported that the oversupply of
apartments that began developing in 1985 was partly due
to declining University of Wisconsin (UW) student
enrollments and a decision by the UW System Board of
Regents to trim enrollments by 3,700 before 1991.
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This information tended to confirm the concept that
Madison currently is a renters market as reported by
Lautenschlager (1988d) and Waller (1988). Waller
reported that since 1986, the number of apartments has
grown by an estimated 13%, condominiums by 7.4% and
houses by 1.3%.
Lautenschlager also reported that the apartment
vacancy survey conducted each September by the Madison
Apartment Association found a 7.4% citywide vacancy rate
in 1988. At that time, Jack Gugger, president of Docken
Management Co., said he considered a 3% vacancy rate to
be healthy. As a result, rents were only slightly
higher than 1987. A much different situation when
compared to the yearly rent increases of 10 to 20
percent remembered by Gugger in the early 1980s.
Estimated Marketing Expenses
The sales agent and broker need to estimate the
marketing costs and time investment required of the
sales agent and broker to list, service, market, and
sell the commercial-investment property. Typical sales
costs associated with the sales of commercial/investment
property include: (a) signs, (b) brochures/postage,
(c) advertising, (d) correspondence/postage, (e) MLS
fees and (f) salesperson time.
The author estimated that the Koster property had
less than a 25% probability of selling during the
listing period (September 1, 1989 thru February 28,
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1990) for the following reasons: (a) the income approach
indicated a combined market value of $176,106 (Appendix
D, Table D-1); (b) the initial listing price of
$179,900; (c) a review of the MLS residential income
data base indicated 71% (712 sold properties / 2297
expired listings) of the listing agreements expired with
the properties unsold from January 1987 thru June 1989.
In addition, the Koster properties had been on the
market since October 6, 1988 and had not generated any
serious inquiries from potential buyers according to the
builder-owner since that time (personal communication,
October 5, 1989).
Wiercinski observed that many commercial/investment
brokers frequently allocate 15 - 25% of the anticipated
brokerage fee for marketing expenses (personal
communication, September 20, 1989). The author
allocated 20% of the anticipated brokerage fee for the
Koster property marketing expenses. In addition, the
author selected the combined probable anticipated sales
price developed by the direct market/sales comparison
approach in Appendix B (Table B-5) of $329,460 as the
calculation base. The marketing budget allocation
($988.38) was computed by the author as follows: base
($329,460) * commission (6%) * probability (25%) *
marketing expense allocation (20%). The author
developed Table 3 and presented the Koster properties
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proposed marketing budget for review with the broker-
manager and the property owner in Table 3.
Anticipated direct expenses (requiring a direct
cash outlay) totaled $488.00 for ERA, correspondence,
MLS, billboard, brochures, and advertising expenses.
Indirect expenses totaled $500.00 for agent, managerial,
and secretarial agent time.
Table 3
Proposed Koster Marketing Budget
Activity Frequency Estimated Cost
Billboard signage 1 $40.00
MLS Fees 1 20.00




Listing Agent Time 24 hours 360.00
Manager's Time 3 hours 60.00
Secretary's time 8 hours 80.00
Total $988.00
Neither the broker nor the property owner had
previously encountered a proposed budget (marketing
control system) for a residential lncome listing.
However, both commented that the allocations appeared
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reasonable (personal communication, October 5, 1989).
In addition, both the Koster property owner and the
broker-manager accepted the author's analysis that the
property would not sell at 95% or more of the listed
price during the listing agreement period (September 1,
1989 thru February 28, 1989).
Broker Marketing Decisions
The broker-manager and the author also informed the
builder-owner that Ahern would attempt to allocate
advertising expenditures as follows: (a) 25% first two
months (September and October), (b) 50% middle two
months (November and December), and (c) 25% final two
months (January and February). The indirect research
costs during September and October were regarded by the
author as unavoidable.
Prospecting for Potential Buyers
Lane (personal communication, September 21, 1989)
suggested that commercial/investment sales agents
initially direct their attention towards prospecting for
buyers in the primary market area. Only after the sales
agent had exhausted the primary market should he/she
then prospect the secondary market for buyers. In
addition, Lane suggested that broadcast marketing should
only be employed after the primary and secondary markets
had been thoroughly prospected for possible buyers.
The author anticipated that his primary market
could consist of the 55 buyers and sellers of four unit
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properties in the Madison area since January 1987 (Table
B-3, Appendix B). The secondary market could consist of
the 27 buyers and sellers of residential income larger
than four units since January 1987 (Table B-3, Appendix
B), and current owners of residential income property
with four or more units. The broadcast market could
consist of MLS brokers (cooperating brokers) known to be
active in the Madison residential income market, the
potential owner-occupant reviewing the local Wisconsin
state Journal and other Ahern selected advertising media
for investment opportunities. using the Madison MLS
database, the author determined that 57.7% (301 / 7122)
of the sold residential-income properties were the
result of cooperating brokers.
The author reviewed potential primary, secondary,
and broadcast marketing segments with the property owner
and broker manager. The author indicated that he
intended to make in-person contact with the prlmary
market and mail brief property descriptions to the
secondary buyers. After discussion, both individuals
accepted the author's description of the market segments
and the proposed marketing activities (personal
communication, October 5, 1989). A review of marketing




The objective of real estate investment analysts is
to assess whether the property has been priced properly
based on risk and return attributes. Both Lane and
Wiercinski commented that while the objectives of the
real estate commercial investment broker were to list
the property, and then sell the property, the goal was
to make a profit during the process (personal
communication, September 21, 1989).
Eisen (1989) noted that Mike Robbins of the UW
Business School observed that when individuals purchase
real estate, they are buying the softest commodity in
the world--a set of assumptions about the future and if
they were not paying attention to the trends, these
individuals were going to lose because real estate was
so cyclical.
Options
When the listing agreement was signed, all parties
were aware that the listing agent lacked data regarding
the property and the current Madison residential income
market. In addition, all parties were aware that this
was a relatively high risk situation. Options available
to all parties included: (a) refusal to sign the
listing agreement, (b) terminate the listing agreement
prior to contract expiration, (c) list price reduction,
and (d) a creeping commitment approach to both marketing
activities and decision-making process.
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Refusal to slgn the listing agreement. A listing
agreement is an "arms-length" transaction in that
neither the seller/principal nor the broker/agent is
required to sign the contract. However, to acquire an
inventory of property to market and sell, brokers and
salespeople must obtain listing agreements.
The author did not have any other residential-
income properties in his listing inventory at the
commencement of the Koster property listing agreement
(September 1, 1989). The author believed that
increasing management responsibilities combined with the
estimated negative cash flow described in Appendix D,
Figure D-1 as more than $3,200 per building encouraged
the owner to place the Koster properties for sale. As a
result, both parties believed their interests would best
be served by establishing a principal-agent relationship
via the six-month listing contract for the Koster
properties.
Termination of Listing Agreement. All parties
were aware that a listing agreement may be terminated by
mutual consent. The author requested the listing
agreement as both protection and motivation for his
initial research and marketing activities.
The author believed neither party was likely to
terminate the listing agreement prior to the six month
February 28, 1989 expiration date. The owner-builder
had extended original six-month listings for an
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additional SlX months when previously employing other
real estate brokers to sell the Koster properties. The
Ahern real estate agency had not terminated a listing
contract during the 1989.
List Price Reduction. The author anticipated that
approximately sixty days would be required to assemble
appropriate data for objective property analysis. The
author suggested prior to the signing of the listing
agreement that the builder-owner reduce the initial
listing price to $169,900 in view of the failure of
prior marketing efforts.
The builder-owner vetoed the original suggestion to
reduce list price and insisted upon a beginning list
price of $179,900. However, the builder-owner indicated
that he would consider reducing the list prlce in sixty
days (November 1) approximately three to five percent.
The broker-manager responded with the suggestion
that in order to justify Ahern advertising expenditures,
a tentative price reduction of three percent be
scheduled at the end of the 60 day period (November 1)
with a second three percent reduction in the list price
scheduled at the completion of a 120 day period.
However, this suggestion was not included in the listing
agreement.
The owner-builder indicated to the author and the
broker-manager that he had a personal equity of more
than $1 million and believed that Congress would modify
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the 1986 Tax Reform Act in the next 18 months (personal
communication, September 1, 1989). The author tended to
agree with the owner-builder that the 1986 Tax Reform
Act could be modified during the first term of President
Bush. As a result the Ahern agency did not press for
a list price reduction for the Koster properties prior
to establishing a working relationship with the owner-
builder.
Creeping Commitment. The author anticipated that
at least sixty days would be required for the Madison
residential-income market research (Appendix Band
Appendix D), the compilation and interpretation of
Koster data, creating a real estate profile of Madison
and Dane County (Appendix E) and the development of a
limited personal residential-income database. As a
result, the author suggested a creeping commitment
approach, i.e., to schedule reviews at 60 day (November
1) and 120 day (December 31) intervals.
At those times, all parties would be in posseSSlon
of additional information regarding (a) the Madison
residential-income market, (b) Ahern advertising
expenditures and marketing efforts, and (c) an updated
estimate of market value via the direct sale (Appendix
B), cost (Appendix C), and income (Appendix D)
approaches. This information that was not available at
the commencement of the listing agreement (September 1,
1989). The author deemed this information as vital for
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an informed decision-making process by the builder-
owner, broker-manager, and sales agent.
When the author indicated that he could have a
proposed Koster marketing budget and the three
approaches to market value (market comparison-Appendix
Bi cost-Appendix Ci and income-Appendix D) based on his
research activities prepared for review during the first
week of October, both the builder-owner and the broker-
manager accepted the creeping commitment concept. The
author believed all parties to the listing contract
genuinely desired a successful resolution (sale of the
Koster properties) to this problem and/or opportunity
during the contractual period and therefore accepted the
creeping commitment approach as being the most logical
available alternative on September 1, 1989.
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PROBLEM RESOLUTION
Horngren and Foster (1987) observed that ideally, a
decision maker should be able to make an exhaustive list
of alternatives and then compute the expected results
under each, giving full consideration to interdependent
and long-run effects. However, Horngren and Foster
believed that practically, decision-maker(s) sifted
among possible alternatives, discarded many as being
obviously unattractive (probably overlooking some
attractive possibilities) before finally concentrating
on a limited number of possibilities.
Spiro (1988) observed that decisions are formulated
on the basis of the information assessed and the risk
preference of the decision maker. As a result,
individual investors can legitimately reach quite
different decisions given identical information. The
course of action individuals select depends both on
their perception of risk and their attitude toward risk.
Risk aversion does not imply that the investor is
unwilling to assume risk; rather, risk aversion implies
that additional exposure to risk must be rewarded
through additional returns. Spiro observed that
attitudes toward risk are a personal attribute, similar
to preferences in taste, scent, and appearance.
Decision Making Process
Horngren and Foster (1987) recognized that a
decision always involves a prediction and that a
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function of decision making was to select courses of
action for the future. However, Engel (1989) reported
business decisions should be made democratically and
implemented dictatorially according to management expert
Peter Schutz.
In this situation, the three parties (builder-
owner, broker-manager, and author-sales agent) agreed
on September 1, 1989 that the creeping commitment
approach to marketing activities for the Koster
properties was most appropriate. This approach allowed
the decision-makers to gather additional information and
optimize available resources.
Initial Investors. The author suggested to the
builder-owner and the broker-manager that should the
primary, secondary, and broadcast markets described
earlier (prospecting for potential buyers) be exhausted
by December 1989 that final period advertising be
slanted towards younger (25 - 35) initial investors.
Individuals, who in effect, would be creating a part-
time job while increasing their "sweat equity" and
reducing their operational costs.
Galaty, et ale (1988) suggested the purchase of
rental income property may be the wisest initial
investment for an individual who desired to buy and
personally manage real estate. For the beginner,
traditional income-producing property included: (a) the
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well-located single family dwelling, (b) small apartment
buildings, and (c) small office buildings.
Uncertain Koster Results
The author advised the builder-owner and the
broker-manager on September 1, 1989 that we had to
distinguish between a series of good decisions and a
positive outcome. By definition, uncertainty rules out
guaranteeing before the fact that the best outcome (a
sale) always will be obtained.
The author suggested that a decision or series of
decisions can only be made based on available
information at the time of the decision. Failure to
market and sell the Koster property does not in itself
mean or imply a bad decision, i.e., a bad outcome does
not necessarily mean that it flowed from a poor series
of decisions.
Koster Sales Probability
Engel (1989) reported that Schutz suggested a
manager (sales agent) must be an entrepreneur, which
means to be pro-active as opposed to reactive.
According to Schutz, to be pro-active means to
continually form a picture of the future and take action
to position one's self for change.
On October 28, 1989 the author reviewed MLS
residential-income activity for the preceding two weeks.
During this period, the Madison MLS reported that one
duplex was sold and 28 properties (96.5%) with listing
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agreements expired unsold. As a result, the author was
extremely hesitant to predict a sales transaction for
the Koster properties at a current list price of
$179,900 based on his market research and estimated
market value described in Appendix B (Market Comparison-
$164,730), Appendix C (Cost-$159,380) and Appendix D
(Income-average = $88,054).
First-Period Actual Marketing Expenses
The author totaled marketing expenses for the first
60 day period in Table 4. Targeted marketing expense
for this period was $247 (988 * .25).
Table 4
Koster Marketing Expense as of November 1, 1989
Activity Actual Percent Budgeted
Billboard Signs 40.00 100 40.00
MLS 10.00 50 20.00
ERA Fee 0.00 0 88.00
Advertising 45.00 25 180.00
Brochures/Envelopes 0.00 0 100.00
Correspondence 0.00 0 60.00
Listing Agent Time 160.00 44 360.00
Manager's Time 30.00 50 60.00
Secretary's Time 20.00 25 80.00
Total $305.00 31 $988.00
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A review of Table 4 indicates that direct expenses
(out-of-pocket) totaled $95. Indirect costs totaled
$210. On November 1, 1989 actual marketing expenses
exceeded targeted marketing expenses by $58 or six
percent.
First Period Summary
Schutz observed that individuals such as
managers/entrepreneurs/sales agents must produce results
for the purpose for which the business was created (find
a ready willing and able buyer). However, Schutz added
that it is the law of demand and supply, not of supply
and demand. If we get it backward, we are in trouble.
Kotler quoted the definition of marketing
(management) approved in 1985 by the American Marketing
Association: "Marketing (management) is the process of
planning and executing the conception, pricing,
promotion, and distribution of ideas, goods, and
services to create exchanges that satisfy individual and
organizational objectives" (p. 11).
At the completion of the first period (September
and October) of the listing agreement, the author had
developed a marketing plan of action with appropriate
controls approved by all interested parties based
(builder-owner, broker-manager, and author) on the
three approaches to estimated market value (Appendices
B - D) and most recent available real estate market
information.
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The author had contacted 38% (21/55) of the prlmary
market and 37% (10/27) secondary market identified as
potential buyers with the builder-owner and broker-
manager (personal communication, October 5, 1989).
Initial results of these in-person contacts indicated
minimal interest in assuming the additional obligations
and responsibilities associated with another
residential-income property possessing a negative cash
flow in the Madison market.
In addition, during the first period (September -
October 1989), the author had received no inquiries or
requests for showings from cooperating brokers known to
be active in the residential-income market or any of the
other 1250 members of the Madison Board of Realtors.
Finally, neither the author nor any other member of the
broker's sales staff has reported any inquiries as a
result of Sunday advertisements in the Wisconsin State
Journal or other broker advertising efforts.
The author interpreted this lack of inquiry as
confirmation of the impact of the 1986 Federal Tax
Reform Act reported by Freiberg, the increased 1989
lender requirements reported by Dresang and current
real estate market conditions reported by the Madison
MLS. These factors apparently have combined to create
an understandable current investor apathy regarding the
Madison residential-income investment alternative.
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The author reviewed this information with the
broker-manager (personal communication, October 30,
1989). At that time, the author recommended to the
broker-manager that if the builder-owner did not reduce
the price of each Koster property by a minimum of $5,000
that Ahern adopt a passive marketing position (sign out
front and an entry in the mUltiple-listing service).
Anticipated passive marketing expenses were less than
$20.00 for the four months remaining on the listing
contract.
The builder-owner could (a) accept Ahern's prlce
reduction suggestion and Ahern would proceed with the
original marking plan, (b) refuse to reduce the Koster
list price and accept Ahern's passive marketing efforts,
or (c) terminate the listing.
The broker-manager accepted the author's
recommendation to seek a Koster price reduction. In
addition, the broker-manager suggested that we initially
suggest a $10,000 price reduction for each property with
a $7,500 compromise and the $5,000 minimum reduction as
Ahern's marketing decision criteria.
49
IMPLICATIONS AND CONCLUSIONS
Normally, the real estate broker and/or independent
contractor must work through persuasion rather than
authority. A marketing plan requires a control system
(budget) in order to measure, monitor and review
marketing efforts with the principal. A marketing plan
and control system also serves to allocate available
resources effectively and efficiently among other
projects and properties requiring management activities.
During the scheduled implementation review
(personal communication, November 2, 1989), the owner-
builder exercised his prerogative not to reduce the
initial individual listing prices of $179,900 ($359,800
combined) for the Koster Drive properties. In addition,
the owner-builder decided to continue the listing
contract and accept Ahren's passive marketing efforts,
i.e., the broker's on-premise signs advertising the
buildings for sale and continued listing in the Madison
MUltiple Listing Service.
The author noted that none of the three appraisal
techniques utilized (direct market, cost, and income) to
derive an estimated Koster Property market value
presented in Table 2 (page 29) supported the individual
list prices of $179,000. The direct market approach
indicated the combined properties were overpriced by
$30,340 ($359,800 - $329,460), while the cost approach
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indicated the combined Koster properties were overpriced
by $41,040 ($359,800 - $318,760).
However, the author believed that the income
approach was the most appropriate technique for
determining the estimated market value of the Koster
Drive properties. That approach (based on the estimated
present worth of the future rights to income) indicated
that the combined properties were overpriced by $183,693
($359,800 - $176,107). As a result, the author does not
expect the Koster Drive properties to change ownership
within the next 12 months at a price equal to 95% or
more of the current (November 2, 1989) $179,900 list
prices.
The marketing plan with budgetary controls based on
the three approaches to estimated market value (market
comparison-Appendix B, cost-Appendix C, and Income-
Appendix D), plus extensive local, regional and national
real estate residential-income research, served as a
vehicle of communication between owner and broker,
monitored marketing expenditures and developed improved
financial analyses, pOlicies and procedures for the
broker. The author believed that the marketing plan's
objectives, strategies and systems were adapted to the
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ERA Ahern Real Estate







Real Estate is a very complex and rapidly changing
industry that requires competence and professionalism.
I purchased my first piece of real estate at the
age of 21, and first acquired my real estate salesman's
license in 1966. My real estate ownership interests and
marketing activities for single family-dwellings, vacant








30 years of management experience and responsibilities
ln the following areas:
Line: Restaurant, and Investment Real Estate Management
Staff: Supply (Inventory Control), Accounting,
Marketing, Advertising, Human Resources, Data
Processing and Finance
CEO President, Knipp Enterprises, Inc.
CEO Midwest Management and Consulting Services, Inc.
I am certified to teach, and have taught
vocational, technical and adult education classes ln
Principles of Real Estate
Real Estate Law
Introduction to Small Business
Investments
Systems Analysis and Design
The above information demonstrates the unique blend
of theoretical and practical business skills (real
estate data processing, insurance, management,
marketing, accounting, finance, financial analysis, and
communications) required of a competent fully trained
real estate broker. I offer you quality service.
Additional information about my professional and
educational background is attached for your review.
57
Professional Licenses:
Wisconsin Real Estate Broker #33553
Wisconsin Insurance License #767574
Property, Life, Health, Casualty
Professional Memberships:
Greater Madison Board of Realtors
1989 - Member Professional Standards Committee
Wisconsin Realtors Association
National Association of Realtors
Data Processing Management Association
1989 - Member Education Committee
Madison Area Quality Improvement Network








ERA Commercial/Investment Broker Network
ERA Relocation Specialist
certified Data Educator
certified Systems Professional #880108
Fellow, Life Management Institute #390707
Specialties: Accounting, Investments




































Related Past Employment History
Business/Data Processing Instructor
Southwest Wisconsin Technical College Fennimore, WI
Self-Employed - Investment Real Estate Management
(Janesville, Madison, Florida Market Value -$500,000 +)
Self-Employed - Restaurants - Janesville and Delavan -
20+ employees - Real Estate: Janesville, Madison,
Florida: Total Market Value - $300,000+)
APPENDIX B
DIRECT MARKET/SALES COMPARISON APPROACH
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According to Harrison (1989), Galaty, et ale
(1988), in the direct market/sales comparlson approach,
an estimate of value is obtained by making a direct
comparison between the property being appraised and
other similar properties that have been sold or listed
for sale. This is the technique most often utilized by
brokers and salespeople when helping a seller set a
price for residential real estate in an active market.
A market study is made to locate those comparable
sales and listing that are similar to the property being
appraised. Generally, the more current the comparable
sale and the more similar comparable property is to the
property being appraised the better it will be as an
indicator of the value of the property being appraised.
More sales and listings are usually analyzed than are
ultimately utilized in the appraisal. The accuracy of
the value indication from the sales comparison approach
depends heavily upon the quantity and quality of sales,
offerings and listings of competitive properties.
Each sale used as a comparable in an appraisal
report should be personally inspected and the data
confirmed with the buyer, seller or broker. The
appraiser must be assured of the facts--i.e., all
depreciation has been considered, the measurements are
correct and the reported price and terms are accurate.
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Technique
Since no two parcels of real estate are exactly
alike, each comparable property must be compared to the
subject property, and the sales prices must be adjusted
for any dissimilar features. The principal factors for
adjustments may be placed into four basic categories:
(a) date of sale, (b) physical features, (c) location,
and (d) terms and conditions of sales.
Harrison (1989), Galaty, et ale (1988) noted that
the direct market/sales comparison approach was
essential in almost every appraisal of real estate.
Harrison observed that informed buyers typically
compared income properties being offered for sale.
In addition, Harrison commented that the informed
purchaser could consider alternate forms of investment.
According to Harrison, experienced informed buyers often
compared alternate forms of investment as follows:
(a) return of investment (risk), (b) return on
investment (ROI), (c) the management burden, and (d) tax
shelter (tax deferral) opportunities.
For the Koster properties, the author reviewed the
Madison MUltiple Listing Service (MLS) 1987 and 1988
Comparable books and the 1989 Comparable Book that
covered the period between January 1, 1989 and June 30,
1989. The author collected and presented data regarding
residential income properties sold during this period in
Tables B-1, B-2 and B-3.
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Table B-1
Summary of Residential Income Sales Activity
Year Listed % of Sale Price Average Days
& Sold List List Price on Market
1985 247 7.2 83.5 117
1986 360 8.0 94.5 100
1987 242 5.3 95.6 103
1988 264 5.8 98.7 110
1989* 119** 5.5 96.0 105
Average 248 5.6 96.4 106
Source: 1986, 1987, 1988, 1989 Madison MLS Corporation
Multiple Listing Service, Comparable Books
Note: * January 1 - June 30, 1989 data
** doubled to calculate yearly average
The author believed that Table B-1 data indicated a
relatively stable residential-income real estate market
for the previous 30 month period. The researcher noted
that the Madison metro area real estate activity for all
listings totaled 4,488 in 1987, 4,513 in 1988 and 2,160
for the first six months in 1989.
According to Harrison (1989), See (1987), and
Wiercinski (Electronic Realty Associates (ERA)
Commercial-Investment Real Estate Brokerage instructor
- personal communication, September 21, 1989), the sales
price is closely associated with the financing terms and
conditions of the listed property. For example, an all
62
cash transaction would be expected to obtain the lowest
sales prlce. A conventionally financed transaction
could be expected to obtain the medium price range and
a seller-financed transaction the highest transaction
price due to the risk/reward relationship. The author
presented the major residential income financing
transaction categories during the study period in Table
B-2.
Table B-2
Residential Income Financing Types
Financing 1987 1987 1988 1988 1989 1989
Type (242) Percent (264) Percent (119) Percent
Assumption 7 2.9 17 6.4 6 5.0
Cash 20 8.3 22 8.3 9 7.6
Conventional 145 59.9 153 58.0 67 56.3
WHEDA 0 0.0 0 0.0 9 7.6
Fed Va/FHA 17 7.0 0 0.0 12 10.1
Seller 19 7.9 23 8.7 13 10.9
Other 34 14.0 17 6.4 3 2.5
Unreported 0 0.0 32 12.1 0 0.0
Total 242 100.0 264 99.9 119 100.0
Note: Wisconsin Housing and Economic Development
Authority (WHEDA)
The researcher noted that for residential-income,
conventional financing was the preferred approach in
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each period (more than 56%). A minor trend of increased
seller financing might be observed coupled with an
increased utilization of the mortgage assumption.
However, the limited time period (30 months) and the
unreported category of 1988 (32 properties or 12.1% of
that year's transactions) possibly distorted the
findings and could lead to faUlty interpretation.
The author reviewed the MLS comparable books for
the residential-income transactions by number of units,
and presented compiled results in Table B-3.
Table B-3
Residential Income Properties Sold by unit Number
unit 1987 1987 1988 1988 1989 1989
Number (242) Percent (264) Percent (119) Percent
1 27 11.2 21 8.0 8 6.7
2 172 71.0 177 67.0 83 69.7
3 12 5.0 24 9.1 8 6.7
4 12 5.0 29 11.0 14 11.8
5/6/7 6 2.5 3 1.1 2 1.7
8 5 2.1 6 2.3 2 1.7
9+ 8 3.3 4 1.5 2 1.7
Total 242 100.1 264 100.0 119 100.0
The author noted that the majority (67% or more) of
the residential-income transactions involved a two-unit
property. In addition, a total of 55 transactions
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involved four units comparable to the Koster properties.
However, the researcher believed further observation and
trend analysis could be distorted by the limited number
of subjects in the remaining categories and could lead
to faulty interpretation.
Comparable Selection
The researcher selected two four-unit townhouses
located approximately one-half mile fr~m the Koster
properties for the direct market/sales comparison
approach. These properties (41 Fenrick Circle and 49
Fenrick Circle) met the following criteria:
(a) proximity, (b) adjacent properties, (c) age (six
years), (d) recency (transaction occurred February 6,
1989), (e) financing (conventional), (f) equal number of
units (four), and (g) comparable revenues. The
principal factors for which adjustments must be made.
The author presented comparable information
criteria relative to these properties in Table B-4 and
comparable adjustment information in Table B-5. The
researcher noted that all properties (Table B-4) appear
very well constructed and are sited to take advantage of




Direct Market/Sales Comparison Summary Data
41 Fenrick 49 Fenrick 452 458
Variable Circle Circle Koster Koster
List Price $179,900 $179,900 $179,900 $179,900
Sale Price 171,000 171,000
List P/ Sale P 95.0 95.0
Building 34 x 64 34 x 64 38 x 54 38 x 54
Square Feet 2,176 2,176 2,052 2,052
unit Sq. Ft. 1,088 1,088 950 950
1987 Assessments
Land 26,000 26,000 22,000 22,000
Improvements 131,000 131,000 148,000 148,000
1987 Taxes 4,529 4,529 5,065 5,065
Lot Size (Sq. Ft) 12,031 12,513 12,841 12,317
Zoning R4 R4 R4 R4
Age 6 6 4 4
unit Rent 470 470 465 465
Gross Revenue 22,560 22,560 22,320 22,320
Garage no no yes yes
Bedrooms 2 2 2 2
Deck yes yes no no
Exterior Vinyl Vinyl Vinyl Vinyl
Heat Electric Electric Electric Electric
Construction Frame Frame Frame Frame
Air Conditioner Wall Wall Wall Wall
Appliances Kitchen Kitchen Kitchen Kitchen
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Table B-5
Direct Market/Sales Comparison Adjustments
41 Fenrick 49 Fenrick 452 458
Circle Circle Koster Koster
List Price $179,900 $179,900 $179,900 $179,900
Sale Price 171,000 171,000
SP / LP 95.0 95.0
Location - 6,000 - 6,000
Garage + 4,000 + 4,000
Deck - 1,500 - 1,500
Basement - 3,000 - 3,000
Suggested List Price $173,400 $173,400
Anticipated Sale Price (95% list) $164,730 $164,730
Combined Anticipated Sale Price $329,460
The Fenrick Circle properties are located on a cuI
de sac surrounded by residential-income properties.
Koster location negatives (Table B-5) include:
(a) located in an older neighborhood, (b) backs-up to
the Motel Royal, (c) visible to Highway 30 traffic, and
(d) subjected to traffic-related noise.
The author subjectively assigned a negative
location value (-$6,000) to the neighborhood influence
on site marketability. However, the author utilized
estimated reproduction costs for the garage, deck and
basement value estimates. These adjustments were
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reviewed and accepted by the broker-manager and the
owner-contractor (personal communication, October 5,
1989) as reasonable.
Gross Rent MUltiplier
According to Wiercinski (personal communication,
September 22, 1989), the Gross Rent MUltiplier (GRM) is
a numerical factor employed to estimate and communicate
the value of income producing real estate. The GRM is
often referred to by investors and real estate agents as
a market value indicator.
The GRM method estimates the approximate market
value of income property by using annual gross rental
rates. Using the gross rent mUltiplier (Price / Gross
Operating Income) determined by the Fenrick Circle
properties of 7.58 (171,000 / 22,560), the author
derived a combined Koster market value of $338,372 or an
individual market value of $169,186 (7.58 x $22,320).
Modified Comparable Cost Value
The author also derived another market value
indicator as follows: (a) subtract the land assessment
from the Fenrick Circle sales price (171,000 - 26,000 =
$145,000), (b) divide the answer by the square feet of
the Fenrick Circle property to reach a per square foot
value for the improvements (145,000 / 2,176 = 66.64),
(c) mUltiply the Fenrick Circle per square foot value
times the square feet of Koster property improvements
(66.64 x 2,052 = 136,745), and (d) add the assessed land
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value of the Koster property ($136,745 + 22,000 =
$158,745) giving a market indicator of $158,745 for an
individual Koster four-unit or $317,490 combined.
Market Value
According to Wiercinski (personal communication,
September 23, 1989), market value is the highest price,
estimated in terms of money, which a property will bring
if exposed for sale in the open market, allowing a
reasonable time period to locate a purchaser(s) buying
with the knowledge of all uses for which the property 1S
adapted and for which it is capable of being used.
Market value is often referred to as the price at
which a willing and informed seller would sell and a
willing and informed buyer would buy, neither being
under any pressure to act. However, market value is
different from market price (actual sales price).
Summary
The author believed that the lowest acceptable
sales price for a seller as of October 5, 1989 could be
$158,745. A probable sale price acceptable to the
majority of buyers and sellers could be $164,730. The
top competitive market value, i.e., the perfect buyer
(seller's perspective) might accept a purchase price of
$169,186.
The researcher believed that knowledgeable buyers
shop by comparison, reviewing the features, amenities
and potential income of many properties before making an
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informed investment decision. The estimated market
value of the Koster properties ranged from $158,745 to
$169,186, based upon an analysis of the four-unit
properties recently sold, and examined by the direct
sales/market comparison approach. This range ($169,186
-$158,745 = $10,441) represented a variance of 6.5%
(10,441 / 169,186) between market indicator techniques.
APPENDIX C
COST APPROACH TO MARKET VALUATION
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According to Harrison (1989), the cost approach was
most appropriate when: (a) the site value was well
substantiated, (b) the improvements were new or nearly
new, and (c) the improvements were the highest and best
use. Galaty, et ale (1988) suggested that the cost
approach to value was based upon the principle of
substitution, i.e., the maximum value of a property
tends to be set by the cost of acquiring an equally
desirable and valuable substitute property. They
suggested a basic cost approach sequence as follows:
(a) estimate the value of land as if it were vacant and
available to be put to its highest and best use;
(b) estimate the current cost of constructing the
building(s) and site improvements; (c) estimate the
amount of depreciation from all causes and categorize it
into the three major types of depreciation (physical
deterioration, functional obsolescence, or external
obsolescence); (d) deduct accrued depreciation from the
estimated construction cost of new building(s) and site
improvements; (e) add the estimated land value to the
depreciated cost of the building(s) and site
improvements to determine the estimated total property
value. This procedure was utilized by the researcher
and results are presented in Table C-1.
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Table C-1
The Valuation of Koster: Cost Approach
Land Valuation: Size








4104 sq. ft @ $65 per sq. ft. = $266,760
Less Depreciation:





Depreciated Value of Buildings








The author determined land value uSlng the market
comparison approach, i.e., the location and improvements
of the subject site were compared to those of similar
nearby sites with adjustments made for significant
differences. The replacement cost of the subject
property would be the construction cost at current
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prices of a property that was not necessarily an exact
duplicate, but served the same purpose or function as
the original (two adjacent four-unit apartment
buildings).
The author used the square-foot method of cost
estimation, i.e., the cost per square foot of a recently
built comparable structure was mUltiplied by the number
of square feet in the subject buildings. The square-
foot method is widely used and the most common technique
of cost estimation according to Harrison (1989) and
Galaty, et ale (1988).
Harrison noted that depreciation begins upon
construction of the improvements; i.e., improvements
immediately begin to age physically. Harrison defined
depreciation as "the difference between the cost of an
improvement on the date of the appraisal and the value
of the improvement." (pp. 3-20, 21)
The author reviewed projected cost data with the
contractor (personal communication, October 4, 1989).
At that time, the contractor accepted cost approach
to value results as realistic.
APPENDIX D





Market Value = --------------------
Capitalization Rate
The lncome approach requires an appraiser to
estimate the rate of return (or yield) desired by an
investor in order to reach a decision to invest capital
in a building. This rate (also referred to as the
capitalization rate) is determined by comparing the
relationships between net operating income and sales
prices of similar properties sold in the current market.
Galaty, et ale (1988); Harrison (1989); and See
(1987) agreed that the income approach to value was
based on the present worth of the future rights to
lncome. The income approach assumes that income derived
from any property will control the value of that
property. The income approach lS commonly utilized for
the valuation of income-producing properties--apartment
buildings, office buildings, and shopping centers.
Income Approach Procedure
In order to utilize the income approach to estimate
value, Galaty, et ale (1988) suggested the following
sequence:
1. Estimate the annual potential gross rental
lncome.
2. Deduct an appropriate allowance for vacancy
and rent collection losses based on market experience.
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3. Add income from other sources (washers,
dryers, vending machines) to obtain the effective gross
income.
4. Deduct the annual operating expenses of the
real estate from the effective gross income for the
property to determine the net operating income.
5. Estimate the price (capitalization rate) a
fUlly informed investor would pay for the income
produced by comparable type, class, and at-risk
properties.
6. Divide the property's annual net operating
income by the capitalization rate to obtain the income
approach indication of value.
Capitalization Rate Selection
Galaty, et ale (1988); Harrison (1989); and See
(1987) noted that the most difficult procedure in the
income approach was to determine the appropriate
capitalization rate for the property. These writers
commented that the selected capitalization rate must be
adequate to recapture the original investment over the
building's economic life, provide the owner(s) with an
acceptable rate of return on their investment plus
provide for the repayment of borrowed capital.
The author believed that the normal rate of return
for real estate equity capital was at least 15% due to
rates of return generated by many mutual funds for the
past five years and described by Ab Nicholas, President
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of the Nicholas Family of Mutual Funds (personal
communication, August 14, 1989). As a result, the
author selected a 15% capitalization rate for his
calculations.
Koster Financial Data
The author presented financial data provided by the
owners in Table D-1 and Table D-2 for the calendar years
1987 and 1988. This information was deemed reliable but
not guaranteed by the author.
The author observed that the owner-builder
arbitrarily assigned the entire trash expenses ($536.00)
for 1988 to one property (452 Koster) and 74.6% (459.64
/ 624.37) of the 1987 trash expenses to this same
property. Water softeners expenses were charged equally
to both properties. However, 75.8% (464 / 612) of 1988
water softener income and 55.1% (417 / 756) of the 1987
water softener income was allocated to the other
property (458 Koster).
In addition, the owner-builder paid two annual
property tax assessments during the 1988 calendar year.
utility expenses increased 169% (1212 / 718) from 1987
to 1988. The author noted that 63.4% (768 / 1212) of
the 1988 utility expenses were charged to 452 Koster.
As a result, the author believed that the 1987
Income statement (Table D-1) provided a more realistic



































































Operating Income 26,415.96 (15% Capitalization Rate)
===============
Capitalization of annual net lncome $26,415.96
(Combined) .15
Indicated Value by Income Approach $176,106.40
(Combined) ===========
Table D-2






Rental Income 19,695.31 98.03 21,235.00 97.68
Other Income 248.57 1.24 40.00 .18
Water Softener 148.00 .74 464.00 2.13
Gross Income 20,091.88 100.01 21,739.00 99.99
Expenses:
Insurance 229.33 1.14 229.28 1.05
Maintenance 956.44 4.76 890.88 4.10
Painting/Clean Up 245.00 1.22 120.00 .55
utilities 768.47 3.82 443.40 2.04
Taxes 9,900.15 49.27 9,371.31 43.11
Trash 536.00 2.67
Water Softener Expense 327.60 1.63 327.60 1.51
Commission 150.00 .75
Total Expenses 13,112.99 65.27 11,382.47 52.36
Annual Net
Operating Income 6,978.89 34.73 10,356.53 47.64




Capitalization Rate = 15%
Capitalization of annual net lncome $17,335.42
(Combined) .15
Indicated Value by Income Approach $115,569.46
(Combined) ======================
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During this period, according to the rent schedule
provided by the owners, the eight units were leased for
approximately $465.00 per month, providing a gross
annual rental income of $44,640 (465 * 8 * 12). The
actual 1988 rental income of $40,930.31 indicated
vacancy and collection losses of approximately 8.3%
or $3710 ($44,640 - $40,930) during 1988.
Income Approach Commentary
The author reviewed both the income approach and
the 1987 and the 1988 income statements with the owner-
contractor (personal communication, October 4, 1989).
The owner commented that he had to remove a tenant
during the winter. This action resulted in a four-month
vacancy. Regarding the real estate taxes, the owner
reported that he made double payments during 1988. As a
result, the owner believed that the 1987 income approach
indicated market value ($176,106.40) was more realistic.
The owner also accepted the author's observation
that a common commission for renting an apartment unit
in the Madison area was one-half of one month's rent for
a twelve month lease with security deposit. In
addition, the owner expensed bookkeeping and other
administrative charges for the Koster properties as part
of his general business overhead and not to the Koster
properties. The owner also recognized the problems
associated with the income approach to market value as
the major hurdles to a sale of the Koster properties.
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Using the listing agreement prlce ($179,900), the
author calculated that debt service on a standard 30-
year fixed rate 11% loan would result in a negative cash
flow for the Koster properties. The author presented
cash flow calculations for reVlew ln Figure D-1.
Figure D-1
Koster Cash Flow Illustration
+------------------------------------------------------+





x .20 (Lender Requirement)
35,980












Step Three - Amortize Loan
($143,920 - 11% fixed rate, 30 year)
Monthly Payment to Amortize Loan:
Annual Payment to Amortize Loan:
$1,370.60
$16,447.20
step Four - Calculate Cash Flow
Payment to Amortize Loans-Eight units: $32,894.40
Net Operating Income-Eight units: - 26,415.96
Negative Cash Flow - Eight units: ($6,478.44)
==::=:=:::=:==::=:::
Negative Cash Flow - Four units:
Monthly Negative Cash Flow-Eight units:




== == == == == == ==
($269.94)
== == == == == == ==
+------------------------------------------------------+
APPENDIX E
PROFILE - MADISON AND DANE COUNTY
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Michael Powers, Manager of Business Development
for Madison Gas & Electric (personal communication,
August 3, 1989) graciously provided the author with
demographic data for Madison and the Dane county area.
This data included an economic profile of Dane county
dated May, 1988 prepared by the Dane County Regional
Planning Commission. This commission observed that Dane
county has many attributes combining to create a quality
of life recognized and respected by other major urban
areas.
Location
Approximately 1,200 square miles, Dane County is
located in south central Wisconsin. According to the
Dane County Regional Planning Commission, the distance
between Madison and four major midwest metropolitan
areas is as follows: (a) Chicago, 146 miles;
(b) Dubuque, 95 miles; (c) Milwaukee, 77 miles; and (d)
the twin cities (Minneapolis and st. Paul), 258 miles.
Demographic Data
The Madison area enjoys a diverse yet strong
economy. Population, income and housing characteristics
provided by the Dane County Regional Planning
Commission are shown in Table E-1, Table E-2, and Table
E-3. The researcher believed table data indicated that
Madison citizens have an above average income (Table E-
1), a stable population (Table E-2), and a




Per Capita Income 1979 1985 Change
City of Madison $8,012 $11,824 47.6%
Dane County $8,075 $11,737 45.3%
Wisconsin $7,242 $10,298 42.2%
united states $7,298 $10,798 48.0%
Source: Dane County Regional Planning Commission (u.s.
Bureau of the Census)
Table E-2
Census Population Data
city of Central Dane
Year Madison Urban Area County
2010 (Projected) 257,138 405,046
2000 (Projected) 244,684 381,402
1990 (Projected) 232,231 357,887
1987 (Estimated) 176,053 225,811 342,569
1980 (Census) 170,616 218,344 323,545
1980-1987 Change 3.2% 3.4% 5.9%
1987 Persons/sq. mile 3,161 2,581 270
Source: Dane County Regional Planning Commission (u.S.





























Source: Dane County Regional Planning Commission (U.S.
Bureau of the Census & Wisconsin Department of
Administration)
Housing
Housing in the Madison area is diverse and
affordable. Landis (1988) reported that according to
the National Association of Realtors' second-quarter
home price survey, the median price of existing single-
family homes sold in the united States of America (USA)
during 1987 was $88,000. For this same period, the
median price of a single family home in Madison was
$75,000 (Table M-4). A difference of $13,000 or 14.7%
(13,000 / 88,000) less.
Madison's historic past is reflected in
stately neighborhoods containing carefully restored
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homes. Other areas express a more contemporary
architectural creativity. The privacy of country living
is only a few minutes drive from the downtown Madison
business center. Rolling hills, trees, glacial rock
formations, lakes and rivers make country living a
pleasure. The author presented housing information
prepared by the Dane County Regional Planning Commission
in Table E-4.
Table E-4

























Median housing value (1987)
Median contract rent (1987)
Number of single family units
Number of mUlti-family units






Source: Dane County Regional Planning Commission (Dane
County Regional Trends, 1987)
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Transportation
Dane county has an excellent transportation system
both within the county and connecting it to major
markets. Interstate highways 90 & 94 intersect at
Madison providing easy access to Minneapolis-st. Paul,
Milwaukee, and Chicago.
The Dane County Regional Airport, located on
Madison's east side, offers passenger service and
freight service via six scheduled airlines. Freight
service is also provided by three railroads, the Chicago
and Northwestern, the Soo Line and a short-line
operator. In addition, Madison Metro provides
convenient and efficient bus service for Madison and
surrounding communities.
Major Employers
A diverse yet stable economy accounts for much of
the prosperity enjoyed by the citizens of Dane county.
Powers (personal communication, August 3, 1989) noted
Madison Gas and Electric data indicated that one-third
of the metro labor force worked at a government local,
state or federal job with the university of Wisconsin
providing an additional 23,000 jobs. Many of the
country's leading insurance companies, American Family,
CUNA Mutual (and its affiliates), General Casualty, and
National Guardian Life have found Madison provides a
healthy business climate for operations.
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In addition, Madison is world headquarters for the
following organizations: (a) Rayovac, a major national
manufacturer of dry cell batteries; (b) the Credit Union
National Association (CUNA) serving over 16,000 credit
unions in 52 leagues; (c) Ohmeda, a market leader in
anesthesia and critical care equipment; (d) Anaquest, a
leader in anesthesia pharmaceuticals; and (e) Nicolet
Instruments, an international manufacturer of medical
and scientific measuring devices. Powers (personal
communication, August 3, 1989) commented that Madison
has over 95 research and testing laboratories that deal
with everything from genetic engineering to highway
planning. The largest manufacturing firm in Dane county
is the Oscar Meyer Foods Corporation, one of the premier
meatpacking operations in the country.
Dane county also has the state's largest share of
prime agricultural land. The county usually ranks first
among Wisconsin counties in farm income and per farm
dollar sales are among the nations highest.
Educational Resources
Dane County has exceptional public and parochial
school systems with many attaining top national ranking
and recognition. Post secondary educational
opportunities are available from the University of
Wisconsin-Madison, Edgewood College, Madison Area
Technical College and Madison Business College.
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In September, 1987, the University of Wisconsin
(UW) ranked second in the nation in the number of
graduate degrees granted annually with ten major
colleges servlng 43,368 students. The Madison Area
Technical College, offers instruction to more than
47,000 individuals (38,000 in Dane county) over the age
of 18.
High school students consistently achieve some of
the highest ACT and SAT scores in the country. The many
annual National Merit Scholars and National Honor
Society inductees are testimony for the excellence of
the area's pUblic and private schools. The Madison
Capital Times (September 29, 1989) reported that the
Madison East high school had been selected as one of the
218 best in the nation under the u.s. Department of
Education's Secondary school Recognition Program.
In addition to a fine academic program student
athletic participation in the five Madison high schools
is extensive. District-wide, 45.7 per cent of all
enrolled students participated in at least one varsity
sport.
The Wisconsin State Journal (October 1, 1989) noted
that the Madison Metropolitan School District (MMSD)
students in grades 3, 5, 8 and 11 continued to
score well above (69th percentile or higher) the
national average in both reading and mathematics.
Results of the Third Grade Reading Test, an instrument
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utilized to assess reading comprehension skills
developed by the Wisconsin Department of Public
Instruction indicated that 84.9% of the students
achieved scores above statewide performance standards.
Crime
According to Powers (personal communication, August
3, 1989) among cities of similar populations, Madison
consistently has one of the lowest crime rates. Based
on incidents per 100,000 population, Madison had the
lowest murder and assault rate and the second lowest
rape, robbery and arson rates in cities of similar size
as reported in the 1986 Uniform Crime Report issued by
the Federal Bureau of Investigation (FBI).
Arts and Entertainment
Cultural events are affordable and accessible.
Residents can easily take advantage of performances by
the city's orchestras or the prestigious University
faculty. The civic Center (2,200-seat theater for
performing arts and a 330-seat play house) and the
University theaters attract operas, Broadway musicals,
plays, dance troupes and world-renowned musicians.
These facilities are supplemented by public museums
(Elvehjem Museum of Art, Madison Art Museum, state
Historical Society Museum) and many private galleries.
Outdoor Recreation
The Madison area provides year-round recreational
opportunities. Powers (personal communication, August
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3, 1989) noted that 25 near-by lakes with pUblic access
provide opportunities for canoe trails (18 miles),
swimming (37) areas, fishing, camping (681 sites) and
boating opportunities during the summer. In addition,
46 miles of hiking trails, 144 miles of bicycling trails
and 15 golf courses are available to the public.
In the winter, 12 miles of snowmobile trails are
open to pUblic use, plus a downhill ski area with six
runs and 14 areas with 100+ miles of cross country
skiing are open to the public.
The 1,300 acre University of Wisconsin arboretum is
centrally located adjacent to residential neighborhoods.
This wildlife refuge, with its 25 miles of trails
attract joggers, bicyclists and cross country ski
enthusiasts. Nearby, individuals of all ages may enjoy
the beautiful free Madison park-like zoo.
